AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE 

PROVINCIAL LEGISLATURE AND THE COUNCIL ON IKHEIS MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the IKheis Municipality, 
which comprise the statement of financial position as at 30 June 2010, the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages || to H 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the 
Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA). This 
responsibility includes: designing, implementing and maintaining internal control relevant to 
the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996), 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
section 126 of the MFMA, my responsibility Is to express an opinion on thefinanciai 
statements based on conducting the audit in accordance with the international Standards 
on Auditing and General Notice 1570 of 2009 issued in Government Gazette 32758 of 

27 November 2009. Because of the matters described in the basis for disclaimer of opinion 
paragraphs, however, I was not able to obtain sufficient appropriate audit evidence to 
provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Cash and cash equivalents 

4. The bank overdraft was disclosed as R550 842 (30 June 2009: R1 457 248) in note 1 to the 
financial statements. I could not obtain sufficient appropriate audit evidence for transactions 
amounting to R233 334 and journal entries of R142 361 that were processed in the 
accounting records. An unexplained difference of R1 507 624 existed between the total 
receipts list for the year of R30 926 325 and the receipts captured as per the bank 
reconciliation of R29 418 701. The municipality's records did not permit the application of 
alternative audit procedures. Consequently, I was unable to obtain reasonable assurance 
on the valuation of cash and cash equivalents. 
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Cash flow statement 

5. Due to the impact of the differences noted in cash and cash equivalents, together with the 
extensive limitation of scope placed on the audit as highlighted in the basis for disclaimer of 
opinion paragraphs, the accuracy of the cash flow statement and the notes thereto could 
not be verified. No alternative audit procedures could be performed on the cash flow 
statement, as the municipality's records did not permit this. 

Trade and other receivables from exchange transactions 

6. Trade and other receivables from exchange transactions were disclosed as R1 6 377 060 
{30 June 2009: R13 066 052) in note 2 to the financial statements. An unexplained 
difference of R380 205 existed between the age analysis and the financial statements. 
Consequently, I was unable to perform satisfactory audit procedures to obtain reasonable 
assurance on the valuation of trade and other receivables from exchange transactions. 

7. The provision for doubtful debts was disclosed as R4 393 333 in note 2 to the financial 
statements. Balances outstanding for longer than 120 days amounted to R16 301 488. The 
municipality could not provide me with evidence or any other indication of when the 
amounts could be expected to be settled. I did not obtain all the information and 
explanations I considered necessary to satisfy myself as to the valuation of the provision for 
doubtful debts. The entity’s records did not permit the application of alternative audit 
procedures. 

Value-added tax (VAT) 

8. included in VAT receivable of R919 331 in note 19 to the financial statements were 
transactions amounting to R586 803 which represent refunds expected from the South 
African Revenue Services. The reports used to complete the VAT returns did not include 
VAT on all taxable supplies. The accounting system did not accurately calculate VAT on all 
taxable supplies. An unexplained difference of R872 526 existed between the accounting 
system receipts list and the total receipts per the VAT returns. The municipality's records 
did not permit the application of alternative audit procedures. Consequently, I was unable to 
perform satisfactory audit procedures to obtain reasonable assurance on the completeness, 
rights and obligations, existence and valuation of VAT refundable from the South African 
revenue Services. 

Property, plant and equipment 

9. Property, plant and equipment were disclosed as R56 1 78 602 (30 June 2009: 

R49 325 530) and the accumulated depreciation as R5 985 738 (30 June 2009: 

R5 101 381) in note 1 1 to the financial statements. I was unable to perform satisfactory 
audit procedures to obtain reasonable assurance on the valuation and allocation, 
completeness, existence, rights and obligations due to the following: 

e Additions to the value of R1 342 016 were not recorded in the asset register and 
could not be physically verified. In the absence of an updated asset register, 
alternative audit procedures could not be performed. 
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e Land was disclosed as R32 671 576 in note 1 1 to the financial statements. This 
amount included the cost of buildings. Land and buildings was not separately 
disclosed in the asset register. I could not obtain a list of buildings owned by the 
municipality. In the absence of an updated asset register, alternative audit 
procedures could not be performed. 

® The asset register did not indicate the asset numbers and assets were not bar- 
coded. Consequently I could not verify the existence of assets amounting to 
R1 301 480. In the absence of an updated asset register, alternative audit 
procedures could not be performed. 

e Depreciation of R884 357 and back-log depreciation of R5 101 381 could not be 
recalculated as acquisition dates for various assets in the asset register had been 
omitted. In the absence of an updated asset register, alternative audit procedures 
could not be performed. 

« Sufficient appropriate audit evidence could not be obtained to support the 

assumptions made and conclusions reached In assigning assets cost prices to the 
value of R17 038 131 in the asset register. The municipality’s records did not permit 
the application of alternative audit procedures In assessing the reasonableness of 
cost prices assigned to assets. 

• Management was unable to provide adequate supporting documentation relating to 
additions of R133 713 and capital under construction of R384 176. The 
municipality's records did not permit the application of alternative audit procedures. 

• I could not obtain sufficient appropriate audit evidence for journals of R1 273 840 
and infrastructure assets of R19 276 678 previously not recorded. 

10. GRAP 17 Property, Plant and Equipment prescribes the accounting treatment of property, 
plant and equipment. Infrastructure asset additions were overstated by R1 181 241, relating 
to assets that should have been capitalised in the prior year. 

Intangible assets 

1 1 . The financial statements did not disclose any intangible assets although intangible assets 
existed. The completeness of intangible assets could not be confirmed due to the lack of a 
system to account for such assets. 

Trade and other payables from exchange transactions 

12. The South African Statement of Generally Accepted Accounting Practice, IAS 39, 
prescribes the accounting treatment of payables as disclosed in note 16 to the financial 
statements. Payables and expenditure were understated due to undisclosed payables of at 
least R1 607 843. 

Consumer deposits 

13. Consumer deposits were disclosed as R49 408 (30 June 2009: R45 695) in note 17 to the 
financial statements. Receivables relating to water consumers outstanding at 30 June 2010 
amounted to R5 900 384. 1 could not obtain sufficient appropriate audit evidence on the 
valuation and completeness of consumer deposits. The entity’s records did not permit the 
application of alternative audit procedures. 
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Consumer deposits 

1 3. Consumer deposits were disclosed as R49 408 (30 June 2009: R45 695) in note 1 7 to the 
financial statements. Receivables relating to water consumers outstanding at 30 June 2010 
amounted to R5 900 384. 1 could not obtain sufficient appropriate audit evidence on the 
valuation and completeness of consumer deposits. The entity’s records did not permit the 
application of alternative audit procedures. 

Revenue 

14. Property rates revenue was disclosed as R977 847 in note 26 to the financial statements. I 
could not obtain sufficient appropriate audit evidence for an unexplained difference of 
R372 952 between the property rates revenue disclosed as R977 847 in note 26 to the 
financial statements and the valuation roll amount of R604 894. Consequently, I was unable 
to confirm the accuracy and occurrence of property rates. The municipality’s records did not 
permit the application of alternative audit procedures. 

15. Interest earned on outstanding receivables was disclosed as R155 013 (30 June 2009: 

R305 1 12) in note 30 to the financial statements. The system levied interest on overdue 
accounts for the first five months of the financial year. For the months that the system levied 
interest, it was understated by R469 855, resulting in debtors being understated by the 
same amount. 

16. GRAP 9 Revenue from Exchange Transactions prescribes the accounting treatment of 
revenue. Revenue and receivables from exchange transactions were understated by 
R560 706, as the water service charges tariffs were lower than the tariffs as per the 
approved tariff list. 

Expenditure 

1 7. General expenditure was disclosed as R4 145 471 (30 June 2009: R2 373 990) in the 
statement of financial performance. I was unable to obtain satisfactory assurance regarding 
the occurrence, accuracy and cut-off of general expenditure, as invoices in respect of 
payments recorded in the general ledger amounting to R508 323 could not be obtained. 

The municipality's accounting records did not permit the application of alternative audit 
procedures. 

18. Free basic services were disclosed as R1 760 129 (30 June 2009: R2 092 151) in the 
statement of financial performance. I was unable to perform satisfactory audit procedures to 
obtain reasonable assurance on the accuracy, occurrence and classification of this 
expenditure, as sufficient appropriate audit evidence could not be obtained. 

19. GRAP 1 Presentation of Financial Statements prescribes the accounting treatment of 
expenditure. Expenditure were overstated and the accumulated surplus were understated 
by R337 730 relating to prior year expenses incorrectly recorded in the current financial 
year. 
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Employee related costs 

20. The South African Statement of Generally Accepted Accounting Practice, IAS 1 9, 
prescribes the accounting treatment for employee benefits disclosed as R1 267 182 in note 
34 to the financial statements. Employee benefits were understated by R226 622 as not all 
payments as per the supporting schedules of payments made to councilors was disclosed. 

Presentation and disclosure 

21. The financial statements did not disclose and present all the required information as 
outlined by GRAP, accounting policy note 1, Directive 4 and the MFMA. Various significant 
omissions were noted. 

22. The financial statements did not indicate the comparative figures for various balances, 
classes of transactions and other disclosures as required by GRAP 1 Presentation of 
Financial Statements and GRAP 3 Accounting Policies, Changes in Accounting Estimates 
and Errors. 

Disclaimer of opinion 

23. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, 1 have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Going concern 

24. As disclosed in note 49 to the financial statements, the municipality experienced financial 
difficulty regarding debt collections. There was not sufficient evidence that the municipality 
had taken action to deal with defaulters. The debt-collection period of 545 days was 
significantly higher than the industry norm. Unspent conditional grants in the statement of 
financial position amounted to R2 039 950 and cash held in terms of these grants only 
amounted to R1 074 214, which indicated that project funds had been utilised to finance 
operating activities. The municipality is significantly dependent on grants for its continued 
sustainability. These are indicators of the existence of a material uncertainty that may cast 
significant doubt on the municipality’s ability to continue as a going concern. 

Restatement of corresponding figures 

25. As disclosed in note 61 to the financial statements, the corresponding figures for 

31 March 2009 have been restated in some line items and balances as a result of the 
implementation of SA Standards of GRAP during the year ended 30 June 201 0 in the 
financial statements. 
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Unauthorised expenditure 

26. As disclosed in note 50.1 to thefinanciai statements, unauthorised expenditure of 
R965 736 was incurred as a result of conditional grant funding utilised to defray operating 
expenses. 

Fruitless and wasteful expenditure 

27. As disclosed in note 50.2 to the financial statements, fruitless and wasteful expenditure of 
R52 633 was incurred as a result of interest and penalties incurred due to the late 
submission of VAT returns to the South African Revenue Service and R86 938 was 
incurred due to payment of councillors’ medical and pension contributions that left. 

Material underspending of the budget 

28. As disclosed in the appendix E{1), the municipality has materially underspent the budget on 
the executive and council and the finance and admin votes to the amount of R708 970 and 
R1 345 404, respectively. 

Additional matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Material inconsistencies in other information included in the appendices to the financial 

statements and annual report 

29. 1 have not obtained the other information included in the annual report and have not been 
able to identify any material inconsistencies with the financial statements. 

Unaudited supplementary schedules 

30. The supplementary information set out on pages ^ to does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

31 . In terms of the PAA and General Notice 1570 of 2009 issued in Government Gazette 32758 
of 27 November 2009 , 1 include below my findings on the report on predetermined 
objectives, compliance with the MFMA, DoRA and the Local Government; Municipal 
Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA), and financial management 
(Internal control). 

Report on predetermined objectives 

Non-compliance with regulatory and reporting requirements 

No reporting against predetermined objectives, indicators and targets 

32. The municipality did not prepare an annual performance report in terms of section 46 of the 
MSA and section 121(3)(c) of the MFMA. 

Existence and functioning of a performance audit committee 

33. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
regulation 14(2) of the Municipal Planning and Performance Management Regulations, 
2001 . 

Internal auditing of performance measures 

34. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit process, as 
required by section 45 of the MSA. 

No mid-year budget and performance assessments 

35. The accounting officer of the municipality did not by 25 January 2010 assess the 
performance of the municipality during the first half of the financial year as required by 
section 72 of the MFMA. 

Compliance with laws and regulations 

Municipal Finance Management Act 

36. Contrary to section 62(1 )(b) proper record keeping and management were not in place, 
resulting in requested information not being available or supplied after a significant delay. 

37. Contrary to section 62(1)(c)(i) evidence could not be obtained that reasonable steps had 
been taken to ensure that the municipality had and maintained effective, efficient and 
transparent systems of financial and risk management and internal controls. 

38. Contrary to section 126(1)(a), the municipality did not submit financial statements to the 
Auditor-General within two months after the end of the financial year. The financial 
statements were submitted for auditing on 15 September 2010 instead of 31 August 2010. 

39. Contrary to section 41(2), risk assessment was not performed for the identification, 
consideration and avoidance of potential risks in the supply chain management system. 
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40. Contrary to section 65(2)(e), payments were not always made within 30 days from receipt of 
the invoice. 

41. Contrary to section 165(1), the municipality did not have an internal audit unit. 

42. Contrary to section 166(1), the municipality did not have an audit committee for the financial 
year under review. 

Municipal Systems Act 

43. Contrary to schedule 1 section 7 of the MSA and section 46(2)(e) of the supply chain 
management regulations, annual declarations of interest were not made by the mayor, 
councillors, the municipal manager and the chief financial officer. 

Division of Revenue Act 

44. Contrary to section 12, the municipality did not perform all duties as a receiving officer for 
schedule 5 and 6 allocations. 

45. Contrary to section 13, the annual financial statements did not include explanations of 
conditions still to be met on unspent conditional grants. 

INTERNAL CONTROL 

46. 1 considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the MFMA, DoRA and the MSA, but 
not for the purpose of expressing an opinion on the effectiveness of internal control. The 
matters listed below are limited to the deficiencies identified regarding the basis for 
disclaimer of opinion paragraphs, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 

Leadership 

47. The leadership of the municipality did not set the correct tone at the top. The position of 
municipal manager was vacant throughout the year. The chief financial officer was 
suspended for a large part of the year. Senior management did not adhere to various 
internal controls, which resulted in unauthorised and fruitless expenditure being incurred. 

48. The accounting officer did not exercise oversight responsibility over the preparation of the 
financial statements, report on predetermined objectives, compliance with laws and 
regulations, and internal control. The leadership did not ensure that there were processes to 
ensure that reviews took place before submission of information. This was also evidenced 
by numerous errors and omissions in the financial statements, non-compliance with laws 
and regulations, and internal control deficiencies. 



49. The lack of decisive action to mitigate emerging risks, implement timely corrective measures 
and address non-performance was evident by the failure of management to adequately 
address the external audit findings in a timely manner. The municipality failed to properly 
analyse the control weaknesses and implement appropriate follow-up actions that 
adequately addressed the root causes. This resulted in the audit findings of the prior year 
again being reported in the current year. 

Financial management 

50. The municipality did not have adequate capacity in financial reporting and adherence to the 
accounting framework. 

51 . Some financial personnel of the municipality were not skilled to ensure that the daily 
financial activities were fully and correctly recorded in the records of the municipality. 
Management did also not ensure that adequate controls were in place to detect and correct 
errors in the financial records. 

52. Quality, reliable monthly reconciliations and management information were not prepared by 
the municipality. Corrective measures were not implemented to address the shortcomings in 
the financial statements and related systems. 

53. The municipality did not have proper record-keeping and record-management processes to 
ensure that documentation supporting the amounts and disclosures in the financial 
statements was properly filed and easily retrievable. 

Performance management 

54. The municipal manager did not implement performance management processes and did not 
delegate the function of collation of performance information to an official. 

Governance 

55. The municipality did not identify risks relating to the achievement of financial reporting 
objectives. Consequently, controls were not developed to prevent, detect and correct 
material misstatements in the financial reporting objectives. 

56. The internal audit division did not function during the year, as there was no appointment for 
an internal auditor made for the year under review. 
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57. An audit committee was not established and consequently did not function during the year 
under review, as management did not make provision for such a committee during the 
preparation of the budget for the year under review. 



Kimberley 
15 December 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing lo build public confic/ence 
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